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AN APPROACH TO EXECUTIVE DEVELOPMENT 
By W. T. Witson 

inca at Hull and Ottawa Model Schools and ‘Lisgar Collegiate 
Institute, Mr. Wilson is Assistant Vice-President, Personnel, of 
Canadian National Railways. In government service since 1941, 
he has served as Chief Treasury Officer of the National Housing 
Administration, Chief Treasury Officer of the Department of 
National Health and Welfare, and Comptroller and Deputy Chair- 
man of the Wartime Prices and Trade Board. In 1950 he became 
Director of Personnel for the C.N.R., and in 1951 was appointed 
to his present position. “An Approach to Executive Development” 
was the subject of an address given by Mr. Wilson at the October 
dinner meeting of the Montreal Chapter of S.I.C.A. 


BUDGETING AS A MEANS TO CONTROL 

MANUFACTURING COSTS 

By Joun W. McIntyre . 
A graduate of the University of Toronto in Commerce and Finance, 
Mr. McIntyre is Budget Manager at the Ford Motor Company of 
Canada Limited. After graduation he joined the firm of Thorne, 
Mulholland, Howson and McPherson, Chartered Accountants, and 
during World War II served overseas with the Royal Canadian 
Ordnance Corps. On his return he joined Abitibi Power and 
Paper Company Limited and in 1951 was appointed to his present 
position with Ford. This paper by Mr. McIntyre was presented at 
the October meeting of the Windsor Chapter of S.I.C.A. 


WHAT DO YOU KNOW ABOUT DIRECT COSTING? 
By N. R. Barroor 
Mr. Barfoot, Cost and Budget Supervisor for the three manu- 
facturing divisions of Fiberglas Canada Limited, is well known to 
the readers of Cost and Management for his monthly feature “C. & 
M. Round-up”. A Registered member of the Society of Industrial 
and Cost Accountants of Ontario, Mr. Barfoot received his present 
appointment in 1952, after serving as Plant Accountant and Office 
Manager of Fiberglas’ Sarnia Division. 
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A& 


The advent of Christmas and the New Year affords an 
opportunity to express our heartfelt thanks for the blessings of 
the past and our hopes and fears for the year to come. 


As Canadians, we have much for which to be truly 
thankful. Since 1945 we have enjoyed the highest level of 
prosperity in our history and at the same time have made 
tremendous industrial progress. 


We live in a land of great promise, unequalled opportunity 
and largely undeveloped resources. At the same time, we 
cannot ignore the continued world tension with all its inherent 
threats to our democratic way of life. Aside from purely military 
factors, many grave problems of finance and trade are still 
unsolved. The road ahead is bound to be rocky and difficult 
but, with God’s help and unceasing effort, we can win through. 


Our own Society has continued to grow on a sound basis of 


service to its members and to industry. With the loyal help 


and assistance of our members we can confidently look forward 
to further progress and steady expansion. 


Your Officers and Directors join me in extending to you and 
yours the Season’s greetings and our sincere wishes for a 
Merry Christmas and a Happy and Prosperous New Year. 


5 ae é Wood 


President 





























Editorial Comment... 


“CANADA’S TOMORROW” 


“Canadianism must have a positive content.” It was on such a 
note that one of the most extraordinary conferences ever held in this 
country came to a close. 

As part of its 50th anniversary celebration, the Canadian Westing- 
house Company sponsored a meeting of distinguished business, govern- 
ment, labour and educational leaders in Quebec City a few weeks ago. 


This “Canada’s Tomorrow” conference as it was called, was held 
under the general direction of a committee of twelve leaders in Edu- 
cation, Science, Industry and Finance. Chairman of the Committee was 
Dr. G. P. Gilmour, President of McMaster University. 


Over a two day period, a comprehensive study was made of Can- 
ada’s future growth and development, cultural and economic. 


It is of course an immensely fascinating and significant exercise for 
Canadians to analyze themselves. Two decades ago we wouldn’t have 
thought it of importance to do so. 


Thoughts from the conference ranged from a boundless enthusiasm 
in Canada’s economic future to a pessimistic gloom about the state of 
the fine arts and education. The almost discouraging conservatism 
woven into the Canadian character appears to have crept into portions 
of the conference. 


Canadian success potential is admittedly the greatest of the century 
but as B. K. Sandwell pointed out, we have been influenced for a genera- 
tion from being in the outlying area of the U.S. economy. We contri- 
buted to, but shared neither in the wealth nor success patterns of our 
neighbour to the South, 


The development and future of Canadian arts and education was 
ably handled by conference speakers. They painted somewhat pessi- 
mistic pictures of indifference on the one hand and on the other, 
dependence on the mass communicative effort of the entertainment and 
academic world in the U.S. mediums. 


Speaking of education, Dr. N. A. Mackenzie of the University of 
British Columbia felt that it was imperative to assure that people were 
guided in finding not only leisure time occupations but daily work 
suited to their best abilities and aptitudes. Young Canada must de- 
velop standards of taste which will recognize and demand the first rate 
among the bewildering flood of education provided by the radio, T.V., 
film and newspapers. 


A study of the conference papers dealing with the economic side of 
Canada’s Tomorrow, of course, merely underlined and accentuated the 
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fabulous tale of the past few years. In the next half century Canada 
can be built into one of the leading nations of the world. The story of 
the tremendous volume of Canadian natural resources and the terrific 
potential to our extractive and fabricative industry makes particularly 
pleasant reading. It is the duty of industrial and government leaders 
to avoid the waste and depletion often attendant upon such a growth as 
ours. It also makes of us a world force. As one speaker put it, 
Canada’s relationship is neither with the United States or the United 
Kingdom, but with the world of the hydrogen bomb. A uranium pro- 
ducing country cannot be neutral. 

A plea for more basic research in industry and university was 
sounded. It was felt that scientific principles should be applied to 
sociological studies. 

The conference papers are to be published in book form and will 
provide thoughtful reading for serious Canadians. Such was the scope 
of the meeting that any detailed analysis in a short space would be 
doomed to failure. However, it is apparent that Canadians still hesitate 
to believe in the fact of Canadian development. This they must do and 
must begin to act in a manner specifically Canadian. Our natural 
wealth is established. We need to act like confident, important Western 
World citizens. The depressing statements about our culture, the 
condition of our research, the state of our education will all change as 
we grow used to the permanency of our wealth and good luck. We 
must now show to the world that a sane and ethical way of life is 
attainable in a highly technical and wealthy society. Canadianism must 
assume a more positive quality. 


PERSONALS 


N. H. Duncan, R.1.A., has joined Biltmore Hats Limited as Comp- 
troller. A member of the London Chapter, before moving to Guelph, 
Mr. Duncan was formerly Assistant Comptroller of John Labatt Limited. 

W. C. Hesler, R.I.A., whose successful completion of the R.LA. 
course was recently announced has been appointed Comptroller of 
E. D. Smith Company, Winona, Ontario. Mr. Hesler is a member of 
the Niagara Peninsula Chapter. 

Albert Landry, a Director of the St. Maurice Valley Chapter, was 
recently appointed principal of the Shawinigan Technical Institute. 
This institute, in co-operation with the Society of Industrial and Cost 
Accountants of Quebec, offers evening lecture classes for students 
studying for the qualifying designation “Registered Industrial and Cost 
Accountant”. 

R. K. Roy, R.1.A., has joined the Development Accounting Staff of 
the Algoma Steel Corporation Limited. Mr. Roy was a member of the 
Grand River Chapter prior to taking on his new assignment. 
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C& M Round-Up... 


By N. R. Barroor, R.I.A. 


C.S. A. 

This year the Canadian Standards Association will spend 
$1 million to encourage safety, quality and co-operation. 

The C.S.A. has been doing such a job since 1919 and since 1947 
standards under development have jumped from 171 to 400. Scarcely 
a day passes that one of C.S.A.’s 175 committees haven’t meet some- 
where in Canada. 

Many examples exist of the cost reduction brought about by 
standardization. 

One motor builder standardized the hex. head screws used in his 
various models and saved $52,758 per annum. 

Standards are as old as man. Our coinage weights and measures 
are all standardized. 

Industrial standards are defined by the C.S.A. as follows: Accur- 
ately designed processes, sizes, qualities and tests of materials and 
equipment, that have generally been agreed upon by makers, users, 
and the public as proper and desirable for general use. 

Standardization is voluntary and therefore a slow process. 

A recent example in Ontario was the hodgepodge of shapes and 
sizes of fire fighting equipment. The fire fighting standards of C.S.A. 
were employed and as a result, some 27 hose diameters, 63 couplers and 
26 sizes and shapes of hydrant nuts are now 60% standardized. 

The C.S.A. is operating today in conjunction with 30 other 
standardizing bodies around the world. 


The Mint 

The Canadian boom has hit the mint. Sixteen hours a day 
operation is insufficient; therefore, over $1.2 million is now being 
expended to triple the flow of specie into Canadian hands. 

Money in Canada is distributed through the chartered banks. 
They get coinage from the Bank of Canada by use of their credits with 
that institution, which pays face value to the mint. 


The 1952 production record was: 


Dollars aeiea wr hen, cones 
50-cent pieces en ..... 2,997,185 
25-cent pieces ... teceess 8645162 
10-cent pieces ae ...... 10,474,455 
Scemt pieome ..........65: 10,891,148 
lecent pieces ................. 67,631,736 
100,870,434 
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The cost of money fluctuates, as may be expected with the price of 
silver and copper. Silver coins are composed of 80% silver and 20% 
copper. The nickel is made of chrome-plated mild steel. The penny 
is 98% copper, 4% tin and 114% zine. 

Value of materials amount to 60% of total value. Labour and 
overhead bring the total up to almost face value. 


Normal usage is 30 years. About $70,000.00 is withdrawn each 
year. About 114 billion coins are now circulating in Canada. 


Packaging 

The wrapping of goods for sale in big business this year will see 
$700 million spent on various types of container and some of the 
larger wrapping items and their sales in °53 are: 


Folding cartons ... ......,. $200 million 
Metal containers ... . he i 
Envelope wrappers .. . ” 
Glass containers ...... . 6 7 
Wood boxes and crates ........ 75 
ES So a caxeves BO fe 
Sacks, bags and bales .... ‘i 
Barrels .............. ...... 10 big 
eer eee 5 as 
Plastic containers ........... 5 a 


1954 — ? 

General assumptions by economists for 54 are as follows: 

(1) There will be no basic change in the present state of tension 
between nations. 

(2) Military expenditure will continue at the present level but its 
impact on the total economy will decrease. 

(3) There will be a slightly lower volume of capital investment. 

(4) A slight decline is anticipated in the value of the Canadian 
dollar. 

(5) There will be some further decreases in wholesale prices. 


(6) Spasmodic unemployment will be felt in some areas. Rela- 
tively little increase in present wage levels is anticipated. 


Credit Buying 

The level of consumer credit, installment buying or the extent of 
retail receivables have always been felt to be some sort of yardstick as 
to the national economic health. 

The recent rapid expansion of such credit has caused the banks to 
express concern and the economists to sit on the fence. On the other 
hand, the finance company executives are not at all alarmed. 
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On the one hand, retail receivables are in many instances twice as 
high as a year ago and this is obviously reflected in bank borrowings 
by stores. 


The upper limits of consumer credit is to a point arbitrary, but 
there may be a guide in the following facts re disposable Canadian 
income in 1939 and today. (All figures quoted are in millions of 


dollars) : 


1939 1952 
Personal income left after tax $ 4,808 $15,800 
Basic cost of living ..... ect a 7,300 
Left to spend or save ............ 1,560 8,500 
Consumer debt ............. =r 460 1,530 
ee eee 1,100 6,970 


A few additional figures show that total consumer credit increased 
25 millions in 1953 to date, but in the charge and installment accounts 
of retailers, repayments exceeded new debt. 


On the other hand, amounts owing to finance companies increased 
by 50 millions and to banks and trusts on personal loan accounts by 19 
millions. 


Based on the above figures, consumer credit could rise 88% in 
Canada and still maintain the same relationship to income left after 
taxes. 


It seems reasonable to assume that the amount left over after taxes 
and cost of living or the discretionary spending power is the one most 
interesting for consumer credit measurement. 


Fires and Insurance 


The following facts on Fires and Insurance may be of interest: 
Total property losses by fires in 1952 


Cp) eeerreres caer ewer $80.7 million 
SS Oe iis 50 6S ee Oa 64,057 
Ns ial. . cs ene Seok ee 482 
ee ree 16,973 

Some of the major causes of Ontario fires and number involved: 
Smoker carelessness .......... fone: QZ 
Electrical wiring and appliances ...... 2,066 
Stoves and furnaces ................. 1,009 
Miscellaneous explosions, 

re 1,476 
Petroleum and allied products ........ 756 
Matches ........ Diet aa 751 
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Here at last is an accounting machine so swift, so 

efficient, so simple to operate, that it brings bigger savings 

to every job—does all jobs with unerring accuracy! 

The Sensimatic’s amazing effort-free speed comes from its 
exclusive sensing panel or “mechanical brain” that automatically 
directs it through every accounting operation. Its superior 
design makes the operator’s work easy. There is less 

to do—less to learn. Automatic controls, continuous visibility 
of work in progress, and complete keyboard control, 

reduce operations and chance of error—provide 

peak production on every accounting job. 


Get the facts today about Sensimatic’s astonishing 

record of low-cost, high-speed operation! Call 

the Burroughs office nearest you. It’s listed in the 

yellow pages of your telephone book. Burroughs Adding 
Machine of Canada, Limited, Windsor, Ontario. 





CHANGE JOBS 
INSTANTLY ...ata 
turn of the job selector 
knob, Any four differ- 
ent accounting oper- 
ations controlled by 
one sensing panel. Any 
number of panels can 
be used, so there’s no 
limit to the jobs a 
Sensimatic will do. 


WHEREVER THERE'S BUSINESS THERE'S | Burroughs 























Books in Review... 


COMPANY PRACTICES IN MARKETING RESEARCH 


By Richard D. Crisp, A.M.A, Research Report, No. 22, published by the 
American Management Association, 330 West 42nd St., New York 36 


New York. 
What is Marketing Research? — How much does it cost? — Who 
does it? — Who benefits by it? — What future developments can be 


foreseen? These are some of the pertinent questions raised and 
answered in the extremely stimulating and comprehensive booklet, 
AMA Research Report No. 22 — “Company Practices in Marketing 
Research”. The author, Richard D. Crisp, draws conclusions from the 
results of a survey he planned and executed under the sponsorship of 
the American Management Association among all types and sizes of 
enterprises conducting Marketing Research. Concerning 1951-52 
activities, these results are compared with previous data gathered in a 
survey sponsored by the National Association of Manufacturers on 
Marketing Research in American Industry in 1945-46. 

Mr. Crisp’s background indicates that he is eminently well-qualified 
to appraise the findings of the above surveys and present them in a 
factual and concise form. He is currently Director of Marketing Re- 
search with Tatham-Laird, Inc., of Chicago and previously held re- 
sponsible marketing positions with the Johnson Wax Company, Foote 
Cone and Belding, and Young and Rubicam, Ine. He has been twice 
cited by the American Marketing Association for “outstanding accom- 
plishment in Marketing”. In addition, he is the author of a number of 
authoritative publications and texts in the application of scientific 
methods to Marketing. 

To aid in the interpretation of the Marketing Research practices 
reported, Mr. Crisp has spared no effort in drawing upon specific 
experiences from his own background and the background of over 40 
AMA member companies which participated with him in workshop 
seminars. The specific illustrations and instances that are cited 
throughout the report make extremely interesting reading and serve 
well in highlighting and underlining the findings and conclusions. 

It is obvious that Marketing Research has progressed from the 
comparatively restricted applications of a decade ago to a position of 
importance in the consideration of policy-making groups in all types 
of marketing organizations. In the companies investigated and the 
fields outlined in the report, there appears to be a growing trend 
towards extending the scope of activity and utilizing Marketing Re- 
search as a broad gauge management tool. Particularly in small and 
some medium-sized organizations, members of management use Mar- 
keting Research techniques in making critical policy decisions without 
there being a formal department or individual involved. 
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Possibly, the keynote in Marketing Research activities as set forth 
in this report is twofold. Firstly, a competent staff with complete 
access to all aspects of marketing performance, activity, and policies is 
the starting point. Secondly, the opportunity to report findings and 
have full contact with top company management is a vital necessity, 
Scientific methods reduce to a minimum the areas for unaided executive 
judgment or sheer guess work. Management decision is not supplanted, 
however, but rather reinforced, and such risks as must necessarily 
remain in marketing matters can be reduced to a calculated minimum. 
Mr. Crisp points out in his final conclusions that “With a continuing 
expansion of its activities, Marketing Research seems certain to achieve 
even wider acceptance as an essential element in successful management 
practice”. 

The Appendix is largely concerned with the technical problems 
which confronted Mr. Crisp in setting up and finally analyzing the 
AMA Survey. Here he sets forth an objective appraisal of the strengths 
and limitations of both the sample design and the actual number of re- 
sponses obtained after mailing questionnaires to the companies con- 
cerned. Although any field work has shortcomings and points which 
might be improved based on hindsight, it is only fair to say that fore- 
sight employed in planning and carrying out this entire project illus- 
trates how experience and skill in handling a Marketing Research 
assignment can provide a clear-cut and useful picture of otherwise 
obscure facts and activities. 

In the opinion of this reviewer and others with whom Mr. Crisp’s 
report has been discussed, it represents a worthwhile addition to the 
bookshelf of anyone concerned with maximizing sales and profits while 
minimizing costs in any phase of marketing. It would be as useful to 
those who have an intimate knowledge of Marketing Research activities 
as to those for whom the field is relatively unknown. 

Patrick J. Ropinson 


ANALYSIS OF FINANCIAL STATEMENTS 


By Harry G. Guthmann, C.P.A., Ph.D., 4th Edition, published by Prentice- 

Hall Inc., 70 Fifth Ave., New York, New York, pp. 703. 

The fourth edition of this monumental work was recently issued. 
This textbook for accountants and business men was first issued in 1925 
and has been a standard of reference since that time. 

The purpose is to explain how financial statements are read and 
understood. It is designed to meet the needs of bankers, credit men, 
investors, and business executives as well as the accounting profession. 

Part I deals with the general technique of statement analysis 
under headings such as the construction of the balance sheet and profit 
and loss statement. Analysis of working capital conditions, fixed assets, 
liabilities and ownership are extensively covered. Interpretive chapters 
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on income analysis and balance sheet changes round out the first section 
of the work. 

Part II deals with statement analyses of specific businesses such as 
railroads, public utilities, manufacturing concerns, and mines. Sections 
are also devoted to the statements of banks, holding companies and 
insurance companies. 

Accompanying the text of the book are sections dealing with 
reference material and problems useful for students. A series of actual 
statements included in the text are illustrative of the many points 
discussed in the body of the book. 

It can be assumed that most accountants are skilled at statement 
construction and interpretation. It must also be admitted that, although 
their education in this respect is probably adequate, the majority of 
people who read statements are not so well prepared. 

This, then, is a book for the professional accountant whose abilities 
and training may have been directed more to statement preparation than 
interpretation. It is also a book for the non-technical business man who 
may find through its pages that financial statements are really quite 
understandable and not at all the horrific maze that popular opinion 
makes them. 

A perusal of the book by those familiar with earlier editions will 
reveal that the quality and quantity of information now available is 
much improved. Much has been done towards making statements 
more intelligible to the layman by simpler terminology and changes in 
form. There is, as the text shows, less and less of the esoteric about 
financial reporting. 

As Dr. Guthmann points out, there has been a vast change in 
statement interpretation since his first edition. The present day 
emphasis on the income statement as compared to balance sheet study 
is, of course, very marked. A very noticeable trend is the interesting 
and colorful presentation made today of the financial adventures of an 
enterprise. 

This book obviously is a must on the shelf of informed and wide- 
awake accountants. It will be a refreshing experience also to the 
general business man who may have thought that finance is dry and dull. 


N. R. Barroot, R.I.A. 








PAYNE, PATTON & PUGSLEY 


CHARTERED ACCOUNTANTS 


Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 


507 University Tower, Montreal 2, UNiversity 6-6961 
































Current Articles of Interest . . . 


A compilation of current articles, available to 
members, on loan from the Library of the Society, 


ACCOUNTANTS 
SOME NOTES ON “ASSUMPTIONS FOR ACCOUNTANTS”, by Ashley Forster — The 
Australian Accountant — Sept. ‘53. 
ACCOUNTING 


ACCOUNTING ASPECTS OF NATIONALIZATION OF INDUSTRY, by Henry Lowenthal — The 
New York Certified Public Accountant — Nov. ‘53. 

ACCOUNTING PROVISIONS FOR A UNIFORM COMPANIES ACT, by T. A. M. Hutchison — 
The Canadian Chartered Accountant — Nov. ‘53. 


ACCOUNTING METHODS 
METHODS OF ACCOUNTING AND OFFICE PROCEDURE IN THE MEN‘S AND BOYS’ CLOTHING 
INDUSTRY — The Clothing Manufacturers’ Association of the U.S.A. 


BANKS AND BANKING 
REPORTS FOR COMMERCIAL BANKS, by Chester G. Babst — The Accountants’ Journal — 
Sept. ‘53. 


BREAK-EVEN 
THE CONSTRUCTION AND USES OF BREAK-EVEN ANALYSIS, by Glenn A. Welsch — The 
Controller — Oct. ‘53. 


BUDGETS AND BUDGETING 
BUDGETING IS THE ROAD TO COST REDUCTION, by Frank Z. Oles — N.A.C.A. Bulletin — 
Nov. ‘53, Sec. 1. 
FLEXING THE FLEXIBLE BUDGET BEFORE — NOT AFTER, by J. P. Murray — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 


CHARTS AND GRAPHS 
CHART BOOKS FOR BETTER GUIDANCE OF OPERATIONS, by D. A. Livingston — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 


CLOTHING 
METHODS OF ACCOUNTING AND OFFICE PROCEDURE IN THE MEN’S AND BOYS’ CLOTHING 
INDUSTRY — The Clothing Manufacturers’ Association of the U.S.A. 


COST CONTROL 
SALES FORECASTING AND MARKETING COST CONTROL, by R. L. Brittain — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 


COST REDUCTION 
BUDGETING IS THE ROAD TO COST REDUCTION, by Frank Z. Oles — N.A.C.A. Bulletin — 
Nov. ‘53, Sec. 1. 
CONTINUOUS COST REDUCTION, by Paul M. Deal — N.A.C.A. Bulletin — Nov. ‘53, Sec. 1. 
COST REDUCTION BY BRUTE FORCE, by Alwyn M. Hartogensis — N.A.C.A. Bulletin — Nov. 
‘53, Sec. 1. 


DEPARTMENTALIZATION 
DEPARTMENTALIZATION FOR LOWER COST LEVELS, by M. H. Simpsen — N.A.C.A. Bulletin, 
Nov. ‘53, Sec. 1. 


DEPRECIATION 
THE IMPACT OF INCOME TAXES ON DEPRECIATION ACCOUNTING IN CANADA, by George 
G. Richardson — The Canadian Chartered Accountant — Nov. ‘53. 




















CURRENT ARTICLES OF INTEREST 


FINANCIAL CONTROL 
FINANCIAL CONTROL IN LARGE-SCALE UNDERTAKINGS, by J. M. S. Risk — The Cost 
Accountant — Nov. ‘53. 
FINANCIAL STATEMENTS 
CONSOLIDATED AND PARENT COMPANY STATEMENTS, by A.I.A. Research Dept. — The 


Journal of Accountancy — Nov. ‘53. 
RESURGENCE OF THE BALANCE SHEET, by William W. Werntz — The Journal of Accountancy 
Nov. ‘53. 
GOODWILL 
GOODWILL, by K. C. McQueen — The Australian Accountant — Sept. ’53. 
INSURANCE 


ACCOUNTING SYSTEM FOR A FIRE INSURANCE COMPANY, by Eriberto S. Pineda — The 
Accountants’ Journal — Sept. ‘53. 
MANAGEMENT 
PERFORMANCE YARDSTICKS FOR SALES MANAGEMENT, by J. G. Royer — N.A.C.A. Bulletin 
— Nov. ‘53, Sec. 1. 
PERSONNEL 
THERE’S TALENT IN YOUR PLANT, by Eugene J. Benge — Factory Management and 
Maintenance — Nov. ‘53. 
PROFIT SHARING 
PROFIT-SHARING-TRUST RETIREMENT PLANS, by Donald R. L. Franklin — The Journal of 
Accountancy — Nov. ‘53. 
PROFITS 
PLANNING FOR PROFIT CONTROL WHEN VOLUME CHANGES, by H. A. Greene — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 
STANDARD PRODUCT INVESTMENT: A TOOL FOR PROFIT AND FINANCIAL PLANNING, 
by J. E. Zwisler — The Controller — Oct. ‘53. 
QUALITY CONTROL 
STATISTICAL QUALITY CONTROL IN SMALL-LOT MANUFACTURING, by Leo W. Bosch — 
Factory Management and Maintenance — Nov. ‘53. 
RECORDS 
HOW GILLETTE PROTECTS ITS RECORDS, by Richard N. Rigby — The Controller — Oct. ‘53. 
SALES ANALYSIS 
PEROFORMANCE YARDSTICKS FOR SALES MANAGEMENT, by J. G. Royer — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 
SALES FORECASTING AND MARKETING COST CONTROL, by R. L. Brittain — N.A.C.A. 
Bulletin — Nov. ‘53, Sec. 1. 
WAGES 
OVERTIME PAY PRACTICES IN 31 COMPANIES — Factory Management and Maintenance — 
Nov. ‘53. 


ADDRESS OF PUBLICATIONS 


The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 

The Cost Accountant, 63 Portland Place, London W-1, England 

The Australian Accountant, 430 Bourke St., Melbourne, Australia 

Factory Manag t and Maint e, 330 W. 42nd St., New York 36, N.Y. 
The Controller, 1 East 42nd St., New York 16, N.Y. 

The Canadian Chartered Accountant, 10 Adelaide St. E., Toronto, Ont. 

The New York Certified Public Accountant, 677 Fifth Ave., New York 22, N.Y. 
N.A.C.A. Bulletin, 505 Park Ave. (Fourth Floor), New York 22, N.Y. 




















An Approach to 
Executive Development... 
By W. T. Witson 


Assistant Vice-President, Personnel, 
Canadian National Railways 


The management of the C.N.R. realized that their senior officers must 
be educated to think in terms of the railway system as a whole, rather 
than in terms of their particular departments. In this article, the author 
tells how the 1953 C.N.R. Staff College was designed as an answer to this 
problem and as an “approach to executive development”. 
HERE are so many important steps in a planned approach to 
executive development that it would take several days of lectures to 
even skim over them lightly. A large volume of material has been 
produced by so called experts on the subject and many of the large 
and some of the small industrial organizations on this continent and 
throughout the world have plunged into long and short range pro- 
grammes — some good — some poor — some bad. In our company, 
we gathered together quite a pile of textbooks, reports and papers, and 
conducted considerable research on development plans. Finally, we 
decided to proceed, perhaps on a trial and error basis, but at least with 
the satisfaction of feeling that we were a little beyond the hazy planning 
stage and getting into action. Before discussing this year’s C.N.R. 
Staff College, it would be enlightening to explain the history of the 
problem as we see it. 


The Background of the Personnel Problem 


When Mr. Donald Gordon came to the C.N.R. in January 1950, 
he brought with him a new and fresh approach to the administrative 
problems. He was a newcomer, untrammeled with any detailed knowl- 
edge of the technical side of the railway industry, but with a large 
background of experience in very big business. He had the con- 
viction, born of knowledge, that, in this modern age, good personnel 
administration is the chief executive’s number one concern. Given the 
men, given a good team, most of the other problems are pretty well 
beaten from the start. It was natural that such an individual should 
apply himself vigorously to the task of finding out what kind of an 
organization he had inherited; what made it tick. It was not long 
before he was asking himself, and others, some very pertinent questions, 
and asking for data and statistics of a nature which the Personnel 
Department of the railway had not heretofore been furnishing, and 
which requests of themselves soon began to disclose or emphasize some 
of the railway’s serious administrative defects — personnelwise. The 
high average age of the senior officers soon became evident; the number 
who would be retiring during the next five and ten years. Who would 
replace them? Had we an inventory of our manpower? What was 
our salary policy? Did we have salary ranges for all positions? An 
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orderly periodic review of salaries on a basis of merit rating? What 
did the Personnel Department do? 

It became abundantly clear that the replacement problem was one 
of the most serious problems challenging the new President. How had 
it come about? Let’s go back to the early days of the Canadian 
National. Mr. Gordon, in a speech made in 1951 said that 
it should be recognized that the publicly owned railway system is by no 
means an experiment in socialism. In point of fact, he said, the C.N.R. 
came into being by accident and not by design, after the first World 
War as a result of a shot-gun marriage between public finance and trans- 
portation enterprise in this country. The details of this strange court- 
ship are many and varied, but it was largely the desire to protect 
Canada’s honour, financially speaking, that caused this first step to be 
taken. The interesting, strange and often baffling railway history which 
formed the sequence of events between 1917 and 1922 could be the 
subject of a very interesting talk, but it is much too complex to go into 
as a sub-topic in this discussion. Reference is made to the genesis of 
our organization to make this one point: 


At the time of amalgamation, each of the component companies 
had a complete staff of supervisors, executive officers, technicians and 
workers. Many of the lines had just or were just emerging from an 
intensive construction programme, and had a full complement of 
engineers. 

As the companies were welded together under the magnificent 
leadership of the late Sir Henry Thornton, many of the officers and 
many of the staff were absorbed. Thus, for quite a few years, no 
recruiting of young officers with the potential to become executives in 
later years was carried out. As time passed, we fell on evil times. The 
world-wide depression of the 30’s — a period of dark days with all of its 
trials and tribulations is now a matter of history. A critical look at 
this period might well provide the answer for the present need in the 
C.N.R. for an approach to executive development. 


There followed, hard on the heels of the depression, World War II. 
The transportation facilities of the country were taxed to the limit and 
the C.N.R. found itself poorly equipped and under-staffed to cope with 
the emergency. But the manner in which we came through those years 
is a credit to all railwaymen. But there was no recruiting of new 
blood; no future manpower planning. The post war boom, the return 
and rehabilitation of countless men who had been fighting for years 
was an added problem. Therefore, in 1950, our President took stock of 
all these matters and faced up to the fact that steps must be taken to 
fill in the gaps to prepare men to fill 1,100 senior positions in a few 
years, and that parallel action must be taken to create an inventory of 
the 130,000 employees in all branches of the system to discover and 
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commence to educate and train potential foremen, supervisors, etc., to 
fill in the important jobs in all departments as they became vacant. 

The steps taken in these matters: appraisal, training plans, job 
evaluation and merit rating are all part of the programme, and all are 
well underway. It was also evident that some “approach to executive 
development” must be taken. As a result the 1953 C.N.R. Staff College 
experiment came into being. 


1953 C.N.R. Staff College 

After consultation with members of the Faculty at the University of 
Western Ontario, School of Business Administration, a seven weeks’ 
course, designed to meet the particular needs of our short range problem 
was planned. By a careful selection process approximately half a 
hundred men were chosen from across the System, to form the first 
student body. They were a representative group, of relatively senior 
supervisory officers of the rank of Assistant Superintendent and above. 
Many of them held senior positions and all were believed to have 
potential to benefit from the course. 


The course was divided into three parts. 


Part | 

The first part of the course lasted one week and took place in 
Montreal. The students were assigned rooms at the Queen’s Hotel and 
lectures were held in an appropriate classroom in our new Bonaventure 
building nearby. The lectures were given by senior railway officers on 
such subjects as: the System’s operations and its place in the Canadian 
economy; historical background; relations with the Government; the 
regulatory framework; the competitive environment; the economics of 
railway operations; railway pricing in theory and practice; industrial 
or labour relations (nearly 190 separate agreements with 36 labour 
organizations); and personnel policy and the railway organization. 
Each lecture period was followed by discussion in which most of the 
students took part. 


Part Il 

Part II followed immediately with the group in residence at the 
University of Western Ontario at London for three weeks. Here, in- 
stead of the lecture system, wide use was made of the Case Study 
Method of instruction. Western professors assisted by professors from 
Harvard University led the case discussions. Subjects included such 
matters as administrative practice, cost analysis and control, financial 
control, marketing and shop management. Lively interest in the case 
discussions and full participation by class members was achieved. 


Part Ill 
After the sessions at the University of Western Ontario in London, 
there was a short break over the Dominion Day week-end and the 
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students gathered again at Bishop’s in Lennoxville for the windup of the 
course. In Part III, again the case method of instruction was used 
extensively and the material in the cases was drawn from actual ex- 
perience in the Canadian National Railways. With the assistance of 
professors from Western University, who had wide experience in this 
method of instruction, cases covering a variety of Railroad subjects were 
selected and the information gathered together and marshalled into 
case studies. It was found that these cases dealing with familiar ground 
and with problems common to the railroad officers, were more in- 
teresting and provoked much more lively discussion than the Harvard 
and Western University cases drawn from business generally. In addi- 
tion to the case method dealing with C.N.R. cases and a course in busi- 
ness English, lectures were given by Railway officers on such subjects as 
the development of the Montreal terminal area — railroad statistics and 
their application — performance appraisal or merit rating techniques 
developed within the Canadian National as a logical follow up to the 
company’s evaluation programme — training in human relations and 
supervisory skills and the description of the training plans co-ordinated 
through the Personnel Department, in operation in most of the depart- 
ments of the railway. Each of these lectures was followed by dis- 
cussion and question and answer periods which proved to be very 
valuable. 
The Purpose of the Course 

The main purpose of the course was to develop within this group 
of officers a curiosity of mind and the ability to think analytically, 
having regard for the System as a whole. It has been, perhaps, one of 
our greatest problems to persuade officers to think in terms of the 
railway rather than in terms of their own segment of the railway, their 
own particular department or branch. Under such narrow thinking, 
problems sometimes are dealt with on a basis of expediency and are 
found later to engulf a whole series of branches or departments and 
require policy decisions. As one of the Professors said to the class, if 
we have been successful in opening a few doors through which you 
may pass in the development of your mental equipment where you can 
see new light, new vistas and new horizons, we will have accomplished 
much. 
Conclusions 

It is understandable, of course, that this first experiment of ours 
leaves a great deal to be desired. Many mistakes were made, but the 
concensus of opinion has been that it has been a very forward and 
worthwhile step. One cannot expect in seven weeks to remake and 
remodel a half a hundred men. To cause them to abandon practices 
and habits acquired over a lifetime, to make senior executive officers on 
a production line basis. At the same time one cannot expect men who 
have been away from the academic life and atmosphere for varying 
periods of from five to thirty years to step right back into the routine 
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of school or university life without a bit of a struggle. Was it Stephen 
Leacock who said, “An education when it is all written on foolscap 
covers nearly 10 sheets. It takes almost 6 years of severe college 
training to acquire it. Even then man often finds that he somehow 
hasn’t got his education just where he can put his thumb on it.” 


It is too early for definite conclusions as to the value of our first 
year’s experiment. We know, by trial and error, how we can improve 
on this year’s course. We know that the development programme 
must not end with the closing sessions of a seven week course. We 
know that movement inter and intra departmentally is necessary to 
broaden the experience of executives in training, and we are now 
engaged in carrying out such plans. 

Concurrently, we are planning next year’s course. That it will be 
an improvement over the first one, we have no doubt. We are con- 
fident, however, that it is better to crawl before trying to run. One 
thing is clear to us: the most difficult step is to convert planning into 
action — to take the first plunge. If anyone is contemplating an 
approach to executive development, and has surrounded himself with 
experts, theoretical intellectuals, and a mass of research materials, he 
should crawl out from under it all, assess his executive replacement 
needs, appraise available potential, define the areas where the in- 
tellectually curious can widen their knowledge and develop manage- 
ment skill and the ability to get along with people, and then get going. 

This procedure is an effective, practical “approach” to executive 
development. 


ADDRESSOGRAPH FORM WRITER AND PRINTER 


An ingenious new Addressograph machine, recently approved for 
release after two years of field and laboratory testing, was previewed 
at the National Business Show by Addressograph-Multigraph. 


Called the “Addressograph Form Writer and Printer”, it will, in 
one operation, print a form, fill it in with a large variety of information 
and perforate it, vertically and/or horizontally. 


Starting from blank paper, business records such as bills, state- 
ments, cheques, wrappers, route book pages, tags, labels, and many 
other types of records can be completed on a production line basis at 
speeds up to 100 per minute. 

The new machine is available in two series, Models 1937 and 2037. 
With Model 2037, Addressograph plates can be loaded and removed 
without interrupting machine operation, thereby permitting higher 
production speeds. A separator feature is also available on Model 


2037. 
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Budgeting as a Means to 








Control Manufacturing Costs... 


By Joun W. McFar.ane, 
Manager of Budgets, 
Ford Motor Company of Canada Limited 


After discussing the basic organization in setting up a manufacturing 
expense budget, the author provides a description of the application of 
this budget in one specific department and analyzes the results with a 
view to achieving the maximum effect in cost reduction. 


UDGETING has been termed many times a “management tool” and 

this description aptly fits the development and use of budget tech- 
nique in recent years. At Ford of Canada, budgeting has become an 
integral part of the management “kit of tools”. 


All those acquainted with the automotive industry are aware of the 
public demand for a better car at a lower price and the keen com- 
petition, rapid technological progress and frequent model changes that 
have resulted. The dynamic character of the industry creates a frame- 
work within which management must be effective if a company is to 
survive and be a profitable enterprise of benefit to the community. 


The contribution of budgeting to effective management can be 
defined, firstly, as aiding in the forward planning of the company 
through forecasting of expenses. Profit and expense objectives can be 
established, alternative courses of action examined prior to making 
commitments, and a balanced, well integrated plan adopted that will 
lead to the results desired. Secondly, measurement of performance 
provides an incentive to management as well as showing where results 
are deviating from the course originally mapped out. Thirdly, analysis 
of variances enables management to concentrate on the causes of excess 
costs and take corrective action. Finally, budgeting can stimulate cost 
consciousness throughout the organization and is most effective when, 
for example, each operator on a machine realizes that his job is to 
obtain maximum quality production at lowest cost — not to follow the 
well worn road to bankruptcy of “production at any cost”. 


What part does budgeting play in the day to day functioning of the 
management team at Ford of Canada? 


Working years ahead, the engineering staff is concerned with 
product design and styling together with the men and materials, the 
processes, machines, and tools that are required to make the product. 
Those who have seen the technicolor movie called To-morrow Meets 
Today will know the painstaking care that is taken to prepare for 
volume production. From the process sheets for the forthcoming 
model describing each operation on each part, work standards per- 
sonnel develop time allowances for performing each operation. The 
Cost Department prepares a Standard Direct Labour Bill which shows 
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the direct labour hours required in each department to operate at a 
certain level of activity termed Standard Volume. 


Using such data as a starting point, budget staff located in each 
plant, develop manufacturing expense budgets for each department 
(reference Schedule A). These budgets are worked out with the 
operating and staff supervisors in each plant and their participation 
and approval is required before the information is used. For a depart- 
ment the manufacturing expense is shown for each account at the pre- 
determined Standard Volume mentioned above and a careful analysis 
made of the degree to which each account varies with changes in pro- 
duction. Those familiar with the terms variable, semi-variable and 
fixed will be interested to know that each account shows the dollar 
expense under two categories only, that is, variable, and fixed and non- 
variable within reasonable ranges of production. Manpower require- 
ments (reference Schedule B) are developed on a realistic step chart 
basis for various levels of activity rather than assuming a straight line 
variability as, for example, in the use of processing supplies. 


This information forms the basis for cost studies which are used in 
determining the prices at which new models will be sold, and for 
projections of manufacturing expense, at index or anticipated volume 
for current and future years, used in profit and cash forecasts. While 
these aspects of budgeting and the development of appropriation and 
flexible budgets are fascinating in themselves, it is important for 
executives to realize the control over costs that can be achieved through 
the use of budgets. 


Measuring the Effectiveness of the Organization 


A first step towards real cost control and cost reduction can be 
taken by establishing objectives for each function in the organization. 
The use of expense targets representing good performance is a stimulus 
to management and accentuates the healthy competition between de- 
partments and divisions for improvement of operations. 


Plant management is, therefore, concerned with measuring the 
effectiveness of its organization in meeting scheduled production re- 
quirements, quality standards, required labour efficiency and expense 
targets. Key points that budget personnel keep in mind are that: 


1. Control can best be obtained “on the floor” since the group 
foreman and the man on the machine are, after all, the ones 
who spend the money and action is needed at the earliest 
possible moment to avoid possible excess costs. 


2. A well defined organization setting out staff and line assign- 
ments and a well thought out chart of accounts make it possible 
to identify expense with the person primarily responsible. 
Again economy results since only the information of interest 
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to each level of management is provided to them. The de- 
centralization of manufacturing operations has been a helpful 
factor in assigning responsibility for expense. 

Reporting must be unbiased and timely since a daily report one 
day late is generally no more use to a foreman than yesterday's 
newspaper! Workload planning and deadlines are a vital part 
of a streamlined budget performance system. 

Performance reports must use the principle of management by 
exception to avoid overloading supervisors with excessive 
detail. Selective reporting on a planned basis which highlights 
significant items of expense for better control by operating 
management contributes to an economical and effective budget 
system. Graphs are used extensively in reports for operating 
management since they are a useful way of bringing adverse 
or good trends in expense to the notice of all management. 
Flexibility of performance measurement is needed to cope 
with departments or items of expense that are affected by 
fluctuations in the volume of production. Seasonal or cyclical 
factors have historically affected the automotive industry to a 
considerable extent. 


Comparison of results on an equitable basis is necessary to 
obtain the full co-operation of management who are ranked in 
order of achievement on performance summaries. For ex- 
ample, the incidence of a steel strike in the United States bears 
differently on various operations and may be subject to some 
time lag. Adjustment of normal base budgets is made for 
exceptional factors beyond the control of the divisional or 
departmental head concerned. 


Organization transfers, changes in accounting procedures, etc., 
are taken into account when measuring performance so that 
information from prior periods is on a comparable basis to 
current reports. 


Analysis of budget performance is needed to determine the 
true causes of variances and to provide subject material for 
Cost Clinics and for the foreman to take action. This follow up 
is probably the most important part of budget work and is 
frequently neglected due to the rush of work. Searching in- 
quiry into variances is one of the best sources of continuous 
cost reductions. We have found that no lost horizons exist 
for finding cost reductions — in the terms of our associates in 
Methods and Work Simplification work “There is Always a 
Better Way!” 


From the foregoing, it is evident that a budget man living up to his 
responsibilities as financial advisor to the foreman needs to have the 
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ability to get along with people, the capacity for analytical work, a keen 
technical knowledge of industrial accounting, the selling enthusiasm 
needed to interest men in cost control, and an appreciation of pro- 
duction, industrial engineering and other management techniques. 
These attributes are not in order of importance since all of them are 
necessary. 


The Budget staff also participates in major programmes designed 
to improve the Company’s operations and reduce costs. The priority 
given to participation in such programmes depends largely on the 
savings potential that can be seen as practical and the time required to 
implement improved procedures and obtain results. Direct labour, in- 
direct labour, accounting for maintenance costs, control over tool 
usage, and reduction of lost time, rework and scrap represent major 
areas Where considerable work has been done and yet much remains to 
be achieved. While budget allowances are based upon existing facili- 
ties which the department head must use to best advantage, research 
is conducted to determine if cost performance is equal to that of 
efficient facilities in use by other companies and industries. 


A system for budget control emerges as being based on proven 

J i) 5 - 

principles, custom made to the requirements of the business and 

flexible to meet changes in business conditions or operating crises. 
2 Pp S 

Control becomes not only the business of the few people considered 

directly responsible for budget work but a part of every man’s job. 


How the Budget Controls Manufacturing Costs 


To illustrate the budget as a means for various levels of manage- 
ment to control manufacturing costs, a foreman receives daily reports 
showing labour performance and indirect materials and tools used the 
previous day. These reports are prepared so that the day by day trend 
of expense during the week for each group and departments is readily 
apparent. If the foreman sees that excessive material handling costs 
are being incurred he knows about it very quickly and has some con- 
crete facts on which to take action. 


While the foreman receives a detailed report the section superin- 
tendent and plant manager receive a summary showing results com- 
paring total results for each department together with comments on 
variances. If the excess material handling referred to is a general 
condition rather than an isolated case, the superintendent may wish to 
take further action to improve the flow of stock to his departments and 
bring the matter to the attention of the plant manager. Careful in- 
vestigation and Cost Clinics can be used to bring together interested 
management and find a solution to the problem. 


A major section of the Operating Review prepared by the Financial 
Analysis Department for the Operating Committee is devoted to the 
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budget position of the Company. Performance is shown for divisions 
and departments with improved or adverse expense trends being subject 
to comment. Information is presented where possible which outlines 
possible future excess costs so that preventative steps can be taken 
rather than acting after excess costs have been incurred. 


In short, data is prepared to serve management and thereby avoids 
the trap into which many companies fall when they use budgets as a 
pressure device rather than having top management determine an 
equitable work programme in advance and then work with operating 
supervision to solve problems when plans go astray. Any manager 
will resent the budget when it highlights something basically wrong if 
his superiors use it to criticize rather than help him. 


Budgetary Control in the Transmission Department 


Let us now look at the operation and control possible through the 
budget in a particular department. The Transmission Department is a 
good example, employing several hundred men using thousands of 
square feet of space. Control is achieved in the following ways: 


Direct Labour — Through approved process, product and quality 
specifications and work standards for each operation. Work stan- 
dard for each operation times number of operations gives standard 
direct labour hours earned. 


Supervision and Indirect Labour — Through development and 
approval of the indirect manhour schedule by all levels of 
management. 

Maintenance and Services — Through charging services to the de- 


partment requesting and also watching the total expenditures on 
maintenance and services. 

Expense Tools — A significant item in this department and where 
reporting of the quantity of each tool requisitioned measurement 
against budget, and tool life are extremely useful. 

Rejects and Rework — Examination by the foreman of rejects are 
a first line means of controlling scrap and comparison with budget 
provides a follow up as to the degree of control being maintained. 





Overtime Is subject to top plant management approval before 
being worked. 
Lost Time — Is subject to scrutiny by Work Standards personnel 


before a charge is authorized to this account. 


Cost Reduction 

These examples indicate only some of the different types of control 
that are used through the company. Most important factors in the 
success of cost reduction programmes are the will to do so and the 
teamwork needed in a highly complex business organization. Cost 
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reduction is not achieved through a widely advertised “one-time” pro- 
gramme but through careful and continuing scrutiny of the million and 
one places where extra costs can creep in. 


It is not difficult to realize that break-even points are very high 
despite record volumes of business being done. There is the case of 
an automobile dealer in the United States just after the last war who 
could get cars when no one else could. He had an enormous volume 
of business but went broke — because he was buying cars for more than 
he could sell them and figured the only way to get out of the dilemma 
was to increase volume! 


Cost control can only be obtained over all phases of manufacturing 
since the tendency, when the pressure is on direct labour inefficiency, 
is for indirect labour and rejects to suddenly start to increase and when 
the pressure is on all labour costs, that outside services begin to be 
purchased. Control over costs can become fully effective only when 
the pressure is equally applied over all items forming part of a de- 
partment’s or company’s expense. 


Cost reduction follows cost control and requires challenging 
leadership on the part of management. Objectives are needed for the 
company and for each component of the organization. Policies and 
programmes must be designed with the cost factor always in mind and 
so that control may be effectively yet economically maintained. The 
organization must be flexible and awareness of the costs of running the 
business must permeate every segment of the company. When per- 
sonnel know what they are required to do and are informed as to their 
progress against a standard or budget they can concentrate on their 
job as though it were the most important one in the Company — not 
as eight hours which they have to spin out each day. 


The best insurance against future adversity is the knowledge 
that your costs are the lowest in your industry. Analyze the facts where 
weaknesses may exist in your company, design an improvement pro- 
gramme with the management concerned and put the programme into 
effect before your company meets stormy weather. 








What Do You 
Know About Direct Costing? ... 
By N. R. Barroor, 


Cost and Budget Supervisor, 
Fiberglas Canada Limited 


Direct Costing, although not a new technique, has been the subject of 
considerable discussion during recent months. The author in this 
article provides a definition of Direct Costing, outlines its historical 
development, describes some pros and cons, and in conclusion suggests 
where and when it should be implemented. 

IRECT costing has claimed the attention of both industrial 

accountants and the halls of learning. A great deal has been 
written and spoken and the end is certainly not yet in sight. Direct 
costing has been held out as the salvation for confused cost accountants 
floundering around in a cost-volume morass. It has also been shown 
to be a sinister something that will destroy the traditional accounting 
presentation of profit and loss. Most accountants must, at this stage, 
feel quite perplexed and are probably wondering whether they should 
not have exercised their talents in some safer game such as chicken 
farming. At least, a farmer never refers to chickens that don’t lay, 
as “unused capacity” or figures the marginal costing influence of eggs 
produced before Christmas. 

What will be the answer when management asks: “What is this 
direct costing?” “Should we have some or all of it?” “If we should, 
why haven’t you done something about it?” Perhaps, a plain state- 
ment of the meaning, history, and a few of the major pros and cons of 
direct costing may help at this stage. 


A Definition 

The shortest and easiest definition of Direct Costing states that it is 
a segregation of manufacturing costs, between those which are fixed 
and those which vary directly by volume. The Direct Cost or marginal 
cost of an item is the prime cost plus variable overhead. It is a dis- 
tinction between “period costs” or those which result from the presence 
and availability of the basic productive capacity and “direct costs” or 
those directly connected with producing goods. The information thus 
revealed through the accounts becomes a basis for income measurement 
and planning. 

Most periodic manufacturing costs and income statements make no 
distinction between fixed costs and costs varying with volume. As a 
result, special studies are necessary to compile and interpret this type 
of vital information. Direct costing, then, becomes a plan to provide 
management with more information on cost volume-profit relationships. 
It is suggested, therefore, that the old and varied problems of overhead 
and volume, found in standard costs, can be solved in the regular 
accounts by the use of direct costing techniques. It would perhaps be 
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WHAT DO YOU KNOW ABOUT DIRECT COSTING 


more useful than flexible budgets, break-even charts and marginal 
income analyses since it replaces, to a degree, some of the older 
methods of accounting for overhead variances. 

The direct costing technique is an accounting application of the 
marginal cost theory of the professional economist. Outside of the 
uses cost accounting makes of it, to explain volume variance, there are 
at least two other significant points to remember. It develops the 
rather interesting and different concept that the cost of a product 
consists of direct cost elements only, and that fixed charges or the costs 
of providing and maintaining the facilities to produce are costs of a 
period rather than a product. This conclusion is quite logical when 
it is considered that these costs are inescapable and may go on and 
usually do, regardless of production. 

Having defined cost, the second important point of pricing the 
product comes into the picture. It is suggested that cost and price are 
relative to market condition but it may be appropriate at this stage, to 
review the history of marginal costing. 


— Yi SF eS 


Marginal Costing 

Historically, one may say that companies were segregating variable 
and fixed costs for marginal costing purposes as far back as the early 
part of this century. 

The now famous article of Jonathan Harris on the full theory of 
direct costing appeared in an N.A.C.A. Bulletin of 1936. 


The American affiliates of Stevenson Kellogg Ltd. published a series 
of monographs in 1940 describing methods, as they stated in the fore- 
word, of measuring the earning power of business. While the tech- 
niques were developed primarily for use by their own engineering 
staff, the terms and situations described would be familiar to students 
} of direct costing. 


Since the brochures elaborated on break-even point theory, there 
was, of course, a segregation of variable and fixed expenses. The profit 
volume relationship or P.V. ratio was carefully defined and basically 
developed the out-of-pocket and variable costs. The booklets go on to 
say that an analysis of the profit structure through profit volume ratios 
could be used to solve a variety of problems relating to the effect upon 
profits of certain changes in prices, sales volume, non-varying expense, 
and variable costs. 


The book, Marginal Costing, by F. C. Lawrence and E. N. Hum- 
phrys was written in England in 1947. The author’s preface describes 
it as another improvement in costing technique and a common sense 
way of cost and financial accounting. The theory is exactly the same 
as that of direct costing. It states simply that over and above the 
variable cost of each product, there is a contribution made by the sales 
return towards the realization of a profit. When all such contributions 


465 








COST AND MANAGEMENT 


are collected for each period they can be put together to form a fund 
out of which first of all the establishment expenses (fixed expenses) are 
to be met and, if the contributions are sufficient, a profit remains. The 
contribution margin approach is used with every product in the line as 
opposed to the rather selective use of marginal theory for special runs, 


Total profit and loss statements as well as P and L’s by product or 
product groups are presented in marginal cost form to support the 
general principle. A good deal of borrowing from the economic 
theories of production, distribution and margins is made to lay the 
groundwork for the new costing approach. The book is well written, 
if a little contemptuous of all cost theory prior to marginal thinking. 


“Research Bulletin Number 23”, April 1953, published by N.A.C.A. 
on “Direct Costing” gave a full and impartial treatment of the subject. 
Other related reading published by N.A.C.A. includes “Research 
Bulletins 16, 18, and 19” which dealt with successively, the variation of 
costs with volume, the volume factor in budgeting costs and the assign- 
ment of non-manufacturing costs for managerial decisions. 


The available literature is growing by the hour and the above 
references are only highlights. They will, however, provide further 
background for those interested in the finer points of direct or marginal 
costing. 


Cost Accounting History 


The history of cost accounting is an unbelievably short one. All of 
it has been developed in this century and most of it in the last thirty 
years. Estimates of cost were used for pricing and evaluating inven- 
tories long before there was any formal cost theory and even early cost 
accounting was almost entirely historical. Accountants trained in the 
financial field developed the total absorption theory or the necessity 
for full recovery of the costs of material and labour consumption and 
full overhead for the period. The overhead was, of course, to be 
written into cost of goods sold and inventory, on a volume split. 


With the advent of the so-called scientific management movement 
came the development of industrial standards for use in measuring 
work output and controlling manufacturing operations. As a logical 
outgrowth, cost accounting took over these measuring devices and 
applied them to labour and material for unit costing. The relationship 
between time and output suggested a way in which to establish overhead 
cost units. Expense budgets were developed at this point as a basis for 
controlling the indirect expenses of overhead. 

Standard costs as they became known were a big step forward in the 
analysis of overhead and with the development of the normal overhead 
theory, the unit costs of products did not change. However, large 
amounts of unabsorbed overhead or variances of various definitions 
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WHAT DO YOU KNOW ABOUT DIRECT COSTING 


resulted and in some cases through overcapacity production, negative 
yolume variance popped out to the confusion of cost and management 
technicians. 


The unmanageability of volume variances were recognized by most 
cost accountants fairly early and the result of subsequent research was 
flexible budgets. This device aimed at better unit costs by adjusting 
overhead absorption to volume. It did segregate fixed from variable 
expenses and resulted in more current overhead rates. Flexible budgets 
were particularly effective when incorporated into the books but it was 
sometimes difficult to do so and often lengthy process accounting was 
necessary to develop exact variances. 

We now have direct costing. 

The relationship of direct costing to the various accepted ac- 
counting concepts and interpretive devices is, of course, vital to an 
understanding of the theory. Standard costs can be used along with 
direct costing with the exception that the volume variance would be 
missing. 


The Impact of Direct Costing on Inventory 

The effect of direct cost accounting on inventory is quite clear but 
a contentious one depending on the particular school of thought. Direct 
costing states that the whole of fixed expense in a period should be 
allocated to what has been sold as that is the only revenue out of which 
to pay for it. 

The older total absorption theory, of course, allocates fixed costs 
between inventories and cost and goods sold. Standard cost theorists 
have usually agreed that excess costs of production over standard, such 
as waste, price variances and idle plant costs are no part of future cost 
but should be written off in the year they occurred and do not, there- 
fore, belong in any part of inventory valuation. This may, of course, 
be construed as partial support of the direct cost approach which 
charges all fixed expense in the period to current P and L’s, 


The Committee on Accounting and Auditing Research of the 
Institute of Chartered Accountants states that “sometimes certain costs 
are excluded in determining inventory values. Usually expenditures 
arising out of abnormal circumstances such as rehandling of goods and 
idle facilities are not included. Similarly, in some cases, fixed overhead 
is excluded where its inclusion would distort the profit for the year.” 

As far as the public auditors are concerned, here is then consider- 
able leeway in deciding on inventory valuation methods. 

The primary basis of inventory pricing is cost and this has been 
defined generally as the price paid to produce the goods. It is the sum 
of the charges incurred in bringing an article to its existing saleable 
condition. The costs of buying or renting plant and equipment, and of 
employing services to run and to analyze the physical production from 
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the plant and equipment are costs of the product. This applies to 
products sold in a period and those held for anticipated sale in another 
period. Inventories are either regarded as saleable and as such retained 
as an asset, or are written off completely. 

Probably too much time and effort is spent on the inventory aspects 
of direct costing but representative viewpoints are necessary in any final 
consideration of the plan. 

Worth mentioning at this point is that a change from absorption 
costing to direct cost involves a reduction in working capital. This, of 
course, is from the reduction in inventory value due to elimination of 
fixed charges from inventory pricing. This could be serious with firms 
having large inventories and also quite a concern to those with tre- 
mendous capital installations where inventory values would contain 
heavy depreciation charges. 


Volume and Profit 


The interplay of volume and profit, of course, provides most of the 
ammunition for both proponents and opponents of direct costs. 


The difference in cost between two alternative plans involving 
different volume is the difference in total variable costs and is un- 
affected by fixed costs. This is mathematically true and every account- 
ant must be prepared to answer the question, “How much more or less 
will it cost if we produce this many instead of that?” Any considera- 
tion of profit volume relationships brings up our old acquaintance 
break-even point. Direct costing obviously attempts to incorporate this 
into the accounts. Much high flown theory can be produced on the 
subject of break-even points and theoretically they can be established 
for any product or group of products in any given market under given 
circumstances. However, in a multiple-product company with varying 
sales mixes in a changing price market, break-even points are patently 
difficult to determine regardless of the very fine academic exercise in- 
volved in agreeing on what is fixed and variable in cost factors. The 
notion has occurred to some that so called fixed costs are so relative in 
meaning that in reality all costs are variable. Most managements 
eschew break-even studies as being too complex and, of course, they 
do get out of date just about as fast as a balance sheet. To be perfectly 
serious, however, there is an arbitrary side to fixed and variable cost 
determination which should not be forgotten. 


From the standpoint of profit reporting there is one essential 
difference between direct and absorption costing. In a period when 
production*is the dominant factor, sales are lower and inventory is 
increasing, profits will be higher under absorption costing. This is 
understandable since a greater amount of fixed overhead expense is 
deferred to a succeeding period via the inventory. Regardless of the 
sales level, direct cost theory throws all fixed expense to the period cost 
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WHAT DO YOU KNOW ABOUT DIRECT COSTING 


of sales. Thus, in a low sales period and direct costing, the cost of doing 
business will be proportionately higher. 

Conversely, when sales are higher than production and inventories 
are decreasing, the reverse situation is true. This is an important point 
for the accountant to remember in contemplating any change to formal 
direct cost accounting. 

Absorption costing tends to give effect to both sales and production 
volume and presents a more even profit path by spreading fixed charges 
to cost of sales and inventory. There can be endless arguments on the 
subject of when to take profits and what constitutes profit. However, 
every accountant must use his own head and judge, probably not 
between cost theories so much as the current government taxing, man- 
agement policy and the future requirements of the business. Manage- 
ment itself may prefer profits to follow the variations in sales volume or 
they may prefer to weigh operating profits by the use of both sales and 
production volume. 


Direct Costing and Pricing 

A point of interest to all accountants is, of course, the business of 
pricing and here again one of the major distinctions between direct 
costing and absorption costing comes out. What cost shall we use for 
pricing? Of course we have two answers. Traditional cost accountants 
will say the proper price is the one that permits full recovery of costs; 
otherwise, we shall go bankrupt. This is literally true in a long-range 
plan as cost accountants and economists full well know. However, most 
full absorption theorists will hedge slightly and approve of marginal or 
direct cost application to special cases or short runs in which it may be 
proven that more money will be made by accepting certain segments of 
business at less than full recovery price. These special cases, of course, 
are usually in periods of less than full capacity and in periods of spirited 
competition. 

Direct cost proponents will say that a product is priced (a) by the 
direct unit cost and (b) with whatever else is necessary to meet com- 
petition and make a contribution to (a) fixed expense and (b) profit. 
The one plan is based on long-term pricing plus short-term applications 
for opportunity profits. The other says in effect it is entirely a matter 
of short-term thinking in our present state of competition and that 
there is probably no such thing as a long-term price policy. It is 
obvious that a certain degree of relativity exists in both statements. 


Conventional accounting fails to make a proper distinction between 
period costs and product costs is the claim of the direct cost exponents. 
It does seem important, however, to think in terms of long-range 
recovery of total costs. Certainly any expansion of facilities requires 
some considerations of full costs. On the other hand, no opportunity 
to recover even a portion of fixed expense related to unused capacities 
should be missed. 
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Management’s attitude in these matters should be considered ag 
well. When does management think in terms of margins or does it? 
Whether or not it expresses itself in the formal economic terms of 
marginal analysis, management does use the marginal approach, and 
merely as a matter of survival. The fundamental factor underlying 
management's decision to employ marginal practice is competition. If 
a company has a choice as to selling price, it denotes a market con- 
dition of less than pure competition and the total cost approach will 
be applied without further consideration. In a highly competitive 
market, price is determined by supply and demand. Thus, the selling 
prices of a firm in such a condition is automatically set and total cost 
recovery is of lesser significance. Obviously, any price that contributes 
something in excess of variable cost will be taken. There is no alterna- 
tive but to think in terms of “direct cost” theory. However, it is also 
understandable that as competition lessens, the enterprise must become 
concerned with the total cost theory for price setting. 


Both types of information are needed by management. 


Should Direct Costing be Implemented? 

In a consideration of direct costing by an individual concern, it 
would appear that its individual needs are paramount. These needs 
will be related to market conditions, variety of products, individual 
management policy and current government taxation practice. Its 
needs may change in times of pure competition compared to those of 
somewhat less pure competition. The long-range concepts of total cost 
recovery must be kept in mind as well as the short-range contribution 
margin approach. 


The well trained accountant will bring his knowledge of standard 
costs and flexible budget principles to bear on the economic problems 
of his company for long-run prices. He will also advise management 
when to make temporary departures from the long-range price policy 
in order to obtain additional revenue which will utilize unused 
capacity. To do this a cost system must be adequate to ascertain not 
only total unit costs but fixed variable and marginal costs as well. 
Whether or not he does this formally by debit and credit or provides 
the right information via special study, extra the books of account, 
must be his own choice. The choice as to how it is done will depend 
on the relative importance to his particular industry of the various 
points of view on total cost and marginal cost recovery. 


In any case, the real point is how flexible is your cost system? 
Can it provide the information long-range or short-run to enable 
management to survive in a competitive system? It is certainly the 
duty of the well trained and wide-awake accountant to keep himself 
informed and thus be able to counsel management on the meaning and 
significance of the marginal cost concept. 
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Student Section... 
Comments by J. D. CampsBe.t, C.A., R.LA. 


ACCOUNTING II — 1953 EXAMINATION 


QUESTION III (10 marks) 


The inventory of the Elixir Company Limited has been undervalued by 20% of 
cost at the year end. The inventories were as follows: 


Year Ending 3lst December Inventory (Cost less 20%) 
1948 $20,160.00 
1949 24,000.00 
1950 12,320.00 
1951 32,120.00 
1952 18,400.00 
REQUIRED: 


Using a columnar statement indicate the extent to which the profit of each of the 
years 1949 to 1952 has been affected by the valuation procedure followed. Market in 
each year was in excess of cost. 

SOLUTION TO QUESTION Ill 


Elixir Company Limited 
Effect upon profit of inventory understatement 
1949 1950 1951 1952 

Undervaluation of opening 

inventories $5,040.00 $6,000.00 $3,080.00 $8,030.00 
Less: 
Undervaluation of closing 

inventories 6.000.00 3,080.00 8,030.00 4,600.00 
Increase or (decrease) in profit $ (960.00) $2,920.00 $ (4,950.00) $3,430.00 


COMMENTS: 


This question was in the majority of cases well answered and the mechanical 
error in calculation as to the undervaluation of the inventories presented the major 
discrepancy. In a number of cases the undervaluation of the inventories was 
computed correctly but the student failed to indicate the effect upon profits on both 
the opening and closing inventories. 

In a number of cases the effect of the undervaluation of the inventories cal- 
culated on the basis of the individual years was reversed, showing increases where 
decreases applied. In certain instances an incorrect percentage mark up was applied. 
In these cases the student was not severely penalized providing he had indicated that 
both the opening and closing inventories were reflected in profits. 

Twenty-two students failed to attempt this question and an average of 7 marks 
was attained by those who attempted the question. 


QUESTION IV (15 marks) 
On 31st March 1953, the following discrepancies existed in the _ inter-office 
accounts on the books of the K. C. Jones Company Limited and its branch office: 
1. Head Office charged the branch with $980.00 for office furniture; the branch 
recorded the charge as $890.00. 
2. The branch took up as $430.00 a credit by Head Office of $400.00 for mer- 
chandise allowance. 
3. Head Office charged the branch $460.00 for interest on open account, which 
the branch set up incorrectly as $410.00. 
A Head Office charge for labour of $367.00 was taken up twice by the branch. 
Head Office charged the branch $695.00 for freight on merchandise which the 
branch entered as $69.50. 
6. The branch sent Head Office a debit note for $310.00, representing its 
proportion of a will for truck repairs; Head Office did not record the debit 
note. 
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7. Head Office received $530.00 from the sale of a truck, and in error credited 
the receipt to the branch; the branch did not charge Head Office for the 


amount. 
8. On 10th April 1953, Head Office put through an 


entry correcting No. 7 above. 


The branch accidentally received a copy of this entry and put through a credit 


to Head Office as of 31st March 1953. 
At 3lst March 1953, the branch account on the 
debit balance of $134,520.00. 


Head Office books showed a 


The inter-office accounts were in agreement at the beginning of the year. 


REQUIRED: 


(a) Journal entries to adjust the branch office books. 
(b) Journal entries to adjust the Head Office books. 


(c) Correct amount of the inter-office balance. 


(d) Balance in the Head Office account on the branch books before adjustment. 


SOLUTION TO QUESTION IV 


(a) 1. Office furniture 
Home Office Account 
2. Merchandise Purchases 
Home Office Account 
Interest charged by Head Office 
Home Office Account 
Home Office Account .. eke 
Labour see Sen ole Se dedantawiacshs 
Freight on Merchandise ; 
Home Office Account 
No entry 
No entry 
Head Office Account 
Profit on sale of truck 
(b) 6. Truck repairs 
Branch Account 
7. Corrected by 8. 
(c) Balance as per Head Office Branch Account 
31st March 1953 .... 
Add: Adjustment made April 10, 1953 
Less: Adjustment required re No. 6 


w 


eee et a 


Correct Inter Office balance 
(d) Balance in Head Office Account 
after adjustments chs 
Adjustments Dr. 





.$ 90.00 
; $ 90.00 
30.00 
30.00 
50.00 
50.00 
~ 367.00 
2 a 367.00 
625.50 
625.50 
530.00 
530.00 
310.00 
310.00 
$134,520.00 
$ 530.00 
310.00 220.00 
$134,740.00 


$134,740.00 Cr. 
Cr 





; $ 90.00 
J ER ce eA TRA Cae ere . 30.00 
Bagi oh sine vee wha pens Hf 50.00 
MD ict och oate cerawraperad aren ..$ 367.00 
Ba caccdsgyeatassts Sanctions 625.50 
8 530.00 
$ 897.00 $ 795.50 101.50 





Balance in Head Office Account 
before adjustments 


COMMENTS: 


$134,841.50 


Only one student failed to attempt this question and an average of 11 marks was 


attained. 


The second transaction caused some trouble and was presented in the reverse to 
that indicated in the solution which indicated that the student had failed to properly 
interpret the information given. The eighth transaction caused a considerable 
amount of difficulty particularly in the calculation of the balance as per the Head 


Office Branch Account. 


Several students made an adjustment on the branch books in respect to No. 6 


and thus failed to make the logical assumption that the 
the debit notes which had been issued. 
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STUDENT SECTION 


In respect to transaction No. 8 the Head Office has already recorded on the 10th 
of April this transaction correcting the previous incorrect recording and, therefore, 
no adjustment will be required on the Head Office books. The problem required 
that the journal entries which were to be presented were to adjust the books as they 
stood rather than to adjust them as at the 3lst of March. 


ACCOUNTING I — 1953 EXAMINATION 


QUESTION III (15 marks) 


R.LA. has found that the bookkeeper of X Co. has calculated the net profit for 
the year ended 3lst December 1952 at $86,510.20 and his inquiries have disclosed the 


following: 

(1) Acerued and deferred items as at 3lst December 1952 not taken into 
account: 
(ay Brelerved> Sénial MCGiie: oii 66 é65c can ccovtenneccgas ewes nied $1,500.00 
(iy) “ERShEONEG UHOSBINED. coves bedside eS ec ce neuluoeeaeeskaeeeee 1,200.00 
(c) Accrued wages . : aes ava @ ark ae ace ST ..... 5,450.00 
(d) Interest expense prepaid eT Ee RET ee ec ic .. 867.00 
(e) Interest income unearned ..................... eee 950.00 
Ch) Eniterest: sncaeie: AechNGh 6.3 sic es cede ecccu emcee cus .. 1,350.00 


(2) (a) Instructions that an additional $6, 000.00 be provided for doubtful 

accounts at the year end had been ignored. 

(b) Accounts receivable of $1,000.00 had been reported as uncollectable 
earlier in the year but had not been deleted from the accounts. This 
item relates to 1951 sales. 

(3) Bad debts written off in 1950 were collected in 1951 amounting to $1,000.00 
and were included as miscellaneous revenue. 

(4) On 3lst December 1952 customers returned goods invoiced at $6,508.00. 
These were included in the year end inventory but the entry in the 
accounts was not made until the first day of the new fiscal period. 

(5) The closing inventory did not include $5,000.00 of merchandise received 
on 30th December 1952 for which the liability had been set up. 

(6) Included in accounts receivable and sales was $2,530.00, representing con- 
signment shipments to a company agent at 125% of cost, all of which was 
reported by the agent to be on hand at the year end date. 

(7) Drawings of the proprietor of $30,000.00 on the 30th November 1952 had 
not been recorded in the accounts. 

(8) Depreciation was to have been provided at 10% on the balance in the 
Machinery and Equipment account, which was $142,700.00 as at 3lst 
December 1952. The bookkeeper charged depreciation at 10% on this 
balance after deducting the Accumulated Depreciation account of 
$58,520.00. During the year ordinary repairs to machinery costing 
$5,500.00 had been charged to Machinery and Equipment account. 

(9) Office salaries amounting to $575.00 had been charged to Salesmen’s 
Salaries. 

(10) No entry had been made in respect of the December salesmen’s com- 
missions. The cheques issued on 5th January 1953 in this respect totalled 
$4,167.00 being the amounts payable after deducting income taxes totalling 
$613.00. 

REQUIRED: 

Statement showing for each of the above items the amount by which the net 
profit, as reported by the bookkeeper, should be increased or decreased and the 
adjusted net profit. 

SOLUTION TO QUESTION III 
X Company 


Profit as reported 31st December 1952 ....................-2.-005. $ 86,510.20 
Increase Decrease 
(1) (a) $ 1,500.00 
(b) $ 1,200.00 
(ce) .. ; i 5,450.00 
(d) .. Ne eee coe 867.00 


(C1 SR ree ene eee ts area ne ; 950.00 























COST AND MANAGEMENT 
(f) . eee 1,350.00 
(2) “Aad oon ; 6,000.00 
(b) No effect 
(3) ian teaa ase 1,000.00 
(4) - : - 6,508.00 
(5) 5,000.00 
(6) (2530-2024) ; 506.00 
(7) No effect 
(8) Repairs 5,500.00 
Depreciation (13,720-8,418) 5,302.00 
(9) No effect 
(10) (4167 plus 613) ........... os 4,780.00 
$ 8,417.00 $ 37,496.00 
8,417.00 29,079.00 
Adjusted profit. ....... 26... i" $ 57,431.20 
COMMENTS: 


In marking this question the student was penalized where he indicated the 
effect upon profits opposite to that which actually applied. In other words, credit as 
to marks was given to the student where he indicated the amount and its effect 
correctly. The total of the marks was divided as between the various subdivisions of 
the question. This process of marking did not penalize the student where he made 
a guess and that guess was incorrect. 

Out of 338 students 53 failed to attempt this question and in certain instances 
where an attempt was made the solution presented did not take the form of the above 
solution. In these instances the student was given credit if the journal entries 
presented indicated the effect upon profit and loss. 

QUESTION V (10 marks) 

Outline and discuss the rules which you would suggest for the safeguarding of 
cash in the ordinary business organization. 
SOLUTION TO QUESTION V 

(1) All receipts to be deposited in the bank at least once daily. 

(2) All payments, other than petty cash payments, to be made by cheque. 

(3) Petty cash payments to be made from a petty cash fund operated on the 
imprest system. 

(4) The bank to be instructed to accept third-party cheques for deposit only. 

(5) The cashier not to have access to any books of original entry other than the 
cash books, or to any ledgers. (This rule makes it difficult or impossible 
for the cashier to cover up a defalcation by manipulation of the books.) 

(6) Bank deposit slips to be prepared in duplicate and the bank teller be 
required to initial as correct the carbon copy which will then be put on file. 

(7) Cheques to be printed with the nanie of the business, be numbered serially 
and be kept under proper control. 

(8) Cheques to be drawn only against statements certified for payment by 
someone in authority and supported by duly approved invoices. 

(9) Cheques to be signed by two persons, both of whom appreciate the re- 
sponsible nature of this task and the dangers of performing it in a casual 
manner. 

(10) Cash records and bank statements to be checked continuously, either by the 
owner of the business, or by an agent on his behalf who would be unlikely 
to act in collusion with the cashier. 

(11) The cashier to be required to take an annual vacation and to take it in one 


piece. 
(12) The cashier to be bonded. 


COMMENTS: 

Forty-seven candidates failed to attempt this question and an average mark of 6 
was obtained on this question. 

The primary comment which might be made covering the answers to this question 
was that the student failed to present more than one or two rules and, therefore, was 
graded accordingly. 
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Topical Index... 


Cost and Management, Volume XXVII 
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